This paper empirically analyzes the net effect of trade openness on 'economic culture,' measured by indicators of trust, respect, level of self-determination, and obedience. Openness to international trade means that societies are more likely to be exposed to alternative attitudes, beliefs, ideas, and values leading to a Schumpeterian process of creative destruction whereby culture is destroyed on some margins and enhanced on others. The central finding is that a society's openness to international trade generates, on net, positive effects on economic culture. The more open a country is to trade, the more likely it is to possess culture conducive to economic interaction and entrepreneurship.
Introduction
There is widespread consensus among economists regarding the net economic benefits of trade openness. As Dollar and Kraay (2004) note, "Openness to international trade accelerates development: this is one of the most widely held beliefs in the economics profession, one of the few things on which Nobel prize winners on both the left and the right agree" (F22). Further, there are numerous empirical cross-country studies exploring how openness impacts a variety of economic and political outcomes (Rodrik, 1998; Durham, 1999; Wei, 2000; Varsakelis, 2001; Scheneider and Wagner, 2001; Wacziarg, 2001; Yanikkaya, 2003) . Missing from the existing literature is an analysis of the connection between international trade openness and culture. One reason for this gap is the fact that culture "is so broad and the channels through which it can enter economic discourse so ubiquitous (and vague) that it is difficult to design testable, refutable hypotheses" (Guiso et al., 2006: 23) . However, with improved data regarding values and beliefs, economists have paid increasing attention to the link between culture and economic phenomena (see, for instance, Tabellini, 2008a Tabellini, , 2008b Tabellini, , 2009 ). This paper contributes to the existing literature by studying the impact of trade openness on culture. While previous studies have asked 'does culture affect economic outcomes?' (see Guiso et al., 2006) , we explore the answer to the related question, 'how does openness to trade affect culture?' In order to overcome the broadness of the concept of culture, we concentrate on several cultural traits-trust, perceived level of self-determination, respect for others, and obedience-which are relevant for entrepreneurship. One can think of this subset of traits as 'economic culture,' defined by Porter (2000: 14) as "the beliefs, attitudes, and values that bear on economic activities of individuals, organizations, and other institutions." Narrowing the concept of culture in this manner allows us to explore how trade openness impacts specific cultural characteristics which are likely to affect economic outcomes through entrepreneurial activity.
Using data on trade openness from Quinn (1997) and Sachs and Warner (1995) , we empirically evaluate the impact of trade openness on economic culture. Our measure of culture is taken from Tabellini (2009) and Williamson and Kerekes (2010) where data from the World Values Survey is aggregated to create a culture variable. We attempt to isolate the impact of trade policies on economic culture through a variety of empirical strategies including both panel and cross sectional analysis. The panel data covers the time from 1950 to 2004, using five-year averages creating 11 time periods.
1 The cross sectional analysis covers the same time period but averages the data across all years in order to include additional control variables.
In analyzing the effect of trade openness on economic culture, our study provides insight into the net effect of the process of Schumpeterian creative destruction as it applies to economic culture. The process of 'cultural creative destruction' indicates that openness to trade will destroy existing economic culture on some margins while enhancing it on other margins. A key question is the direction of the net effect of trade openness. Our evaluation of the data suggests that trade openness has a net positive, significant and robust impact on economic culture. The more open a country is to the trade, the more likely it is to possess culture supporting economic interaction and entrepreneurship. We are cognizant of the likelihood of reverse causality and endogeneity among our results and therefore interpret our findings cautiously. However, our findings are robust to the inclusion of a variety of control variables, different model specifications, including instrumental variable analysis, and alternative trade and culture measures, lending further credibility to our findings.
Our focus on trade openness and the cultural values associated with economic interaction and entrepreneurship contributes to several strands of existing literature, the first of which explores the link between culture, entrepreneurship, and development (Lavoie and ChamleeWright, 2000; Harper, 2003) . A related strand of literature draws on psychology to study how a society's culture, in the form of values, beliefs, and norms influences entrepreneurship through individual's perceptions of their 'locus of control ' and 'self-efficacy' (see Lane, 1991; Harper, 2003) . A third strand of literature highlights the importance of culture on the extent of the market in the form of social capital and trust (see Knack and Keefer, 1997; Woolcock, 1998; Francois and Zabojnik, 2005; Chan, 2007) . Finally, we contribute to the literature focusing on the role of institutions (North, 1961 (North, , 1990 (North, , 2005 Davis and North, 1971; Keefer and Knack, 1997; Licht et al., 2007; Shirley, 2008) which recognizes the importance of culture in the process of economic change and development. As North (2005) emphasizes, culture determines the performance of a society over time by framing the perceptions of individuals regarding opportunities and alternatives.
We proceed as follows. Section 2 explores the theoretical connection between trade openness and the process of cultural creative destruction. Section 3 discusses how the trade openness and economic culture variables are measured, as well as the control variable employed.
We also make clear how each of the cultural variables considered can influence entrepreneurship.
Section 4 provides our empirical results. Section 5 concludes with the implications of our analysis.
Trade Openness and Cultural Creative Destruction
Joseph Schumpeter (1934) defined entrepreneurship as the process of "carrying out…new combinations" in five specific situations: (1) Introducing a new good or a new quality of an existing good, (2) Introducing a new production method, (3) Opening a new market, (4)
Obtaining a new source of raw materials, and (5) Establishing a new organization of an industry (1934: 66) . Schumpeter (1942) later coined the now famous term "creative destruction" to describe the broader process of entrepreneurial innovation. This process is typically thought of in terms of physical goods and services. However, as Cowen (2002) points out, this same logic can also be applied to the process of cultural exchange.
The underlying logic is that trade not only results in the exchange of goods and services, but also in exposure to different attitudes, beliefs, ideas, and values. Cultural exposure can be both direct and indirect. Direct cultural exposure refers to those situations where an entrepreneur purposefully introduces a cultural product, organization, or method into a market. For example, the opening of a restaurant serving ethnic food would be an example of direct cultural exposure.
In this example the entrepreneur purposefully introduces the product or service to the new market precisely because of its cultural characteristics. Indirect cultural exposure, in contrast, refers to entrepreneurial activities where cultural influence is not the primary goal of the entrepreneur, but instead is an unintended consequence of entrepreneurial activity. For example, when a company does business abroad it exposes entrepreneurs in that country to alternative business practices. In such cases cultural exposure is not the primary motivation of the entrepreneur, but instead is an indirect effect of the openness to international trade.
The process of cultural creative destruction does not end with the initial exposurewhether direct or indirect-to alternative attitudes, beliefs, ideas, and values. As Holcombe (1998) points out, most entrepreneurial activities are the result of previous entrepreneurial activities which create a whole new set of subsequent opportunities. In the context of culture this implies that initial exposure to alternative cultures will create subsequent opportunities which will then further influence the society's culture. This implies that instead of viewing culture as a fixed stock, it is more suitable to view it as an ongoing process of change for better or worse (Cowen, 2002) .
In sum, openness to international trade exposes a society's cultures to a process of creative destruction. This process destroys existing culture on some margins while enhancing it on others. Just as the introduction of a new product or production technique destroys existing combinations while creating new opportunities, so too does the process of cultural exchange. Of course extending the logic of creative destruction to culture says nothing, by itself, about the net effect of trade openness on culture. There are two main views regarding the direction of this effect.
The first view-the negative-sum view-holds that trade openness is, on net, destructive to a society's social cohesion and identity. For example, it has been argued that international trade openness can result in the erosion of social networks and hence social cohesion (Rodrik, 1997; Chan, 2007) . From this standpoint trade disturbs the status quo, including existing norms of trust and cooperation by encouraging individualism and profit-seeking over social relations. A related argument emphasizes that openness to trade can have perverse effects on culture in terms of perceived loss of identity (Barber, 1995 , Huntington, 1996 . Under this scenario, individuals, or groups of individuals, view global integration as a threat to their core values and beliefs. The result is that indigenous individuals view global trade as reducing their ability to control their lives. This can lead to a backlash against global trade and integration, and in the limit, can result in violent conflict. In both instances subsequent entrepreneurial activity is threatened either because of a reduction in the informal institutions that allow for fluidity in economic interactions, in the case of eroded social cohesion, or in the loss of perceived control over one's life, in the case of lost identity.
In contrast to the negative-sum view of trade openness, the positive-sum view holds that international openness to trade has a net benefit on a society's cultural values. For example, Cowen (2002) contends that while globalization destroys certain aspects of a society's culture, it also leads to a wide array of new cultural products which are beneficial. Further, trade openness can promote views of individual autonomy and increase the likelihood of risk taking in economic activities, both of which are important for entrepreneurship. Finally, it could be argued that, in contrast to eroding social cohesion, openness to trade provides people with an increased number of opportunities for interaction and exchange which can generate trust through the cultivation of social relationships. Along these lines Storr (2008) emphasizes that markets should be understood as a "social space" where both economic and non-economic relationships emerge and develop. Jones (2006: 85-6) notes that the merging of cultures creates commonalities reducing the costs associated with interaction and exchange. These reduced transaction costs lead to increased interactions fostering trust and contributing to the growth of social networks and the extent of the market. The purpose of subsequent sections is to empirically analyze the net effect of international openness on economic culture to determine which one of these views is supported by the data.
Data

Trade Openness
We focus on trade policy openness defined as the unrestricted ability to interact within international financial and commodity markets. In order to capture trade openness, we rely on three different trade policy measures of openness found in the existing literature. The first two measures of openness capture the degree of financial regulation and are taken from Quinn (1997) and Quinn and Toyoda (2007, 2008) . The third is the Sachs and Warner (1995) trade openness measure.
2 Quinn (1997) and Quinn and Toyoda (2007, 2008) We view these three measures of openness as capturing the trade policy environment due to their nature of quantifying past trade policies for a large number of countries. This is especially critical since we are attempting to estimate the impact openness exhibits on culture.
Hence, it is important to take into account the historical environment of trade policies as cultures tend to evolve and change slowly (see O. Williamson, 2000: 597) . Given this, we implement lagged measures of trade openness in order to fully capture this relationship. Specifically, in the panel analysis we use a five-period lag of openness in the regression specifications as this incorporates past trade policies and maximizes the sample size of countries. 
Culture
Our focus is on identifying cultural characteristics relevant to social and economic interaction and exchange. In order to measure culture, we rely on a culture variable first identified by Tabellini (2009) and later expanded by Williamson and Kerekes (2010 Trust influences entrepreneurship by reducing transactions costs facilitating market exchanges resulting in faster movement toward efficient outcomes (Fukuyama, 1996; Dixit, 2004) . A lack of trust between individuals raises the cost of monitoring and increases transactions costs resulting in individuals trading among small networks rather than expanding into anonymous market participation. Along these lines, the exiting literature on trust and social capital argues that higher trust societies will experience higher levels of economic development and growth (Knack and Keefer, 1997; Woolcock, 1998; Francois and Zabojnik, 2005) .
Control refers to the perceived level of self-determination held by individuals in a society. Individual motivation depends on the level of self control individuals believe they have over their choices. This is influenced by whether individuals reap the benefits or consequences of their actions. The more likely it is that economic success will be determined by one's own will, the more likely individuals will work harder, invest in the future, and engage in entrepreneurial activities. However, if individuals view the likelihood of succeeding as a product of luck or political connections, they will tend to refrain from engaging in productive entrepreneurial activities. In general, people's perceived 'locus of control' over economic activity will impact a country's overall level of development for better or for worse through its effect on entrepreneurial activity (Banfield, 1958) .
Respect refers to tolerance of other people-their choices, views, etc. The measure of respect is grounded in the distinction between generalized morality and limited morality.
Platteau (2000) argues that in some societies it is morally acceptable to engage in highly opportunistic behavior outside of one's small group or network. Other societies may develop abstract rules to guide social interactions in a generalized sense in order to promote morality among anonymous members of society. These two distinct types of morality have economic consequences including the provision of public goods in local communities and the monitoring of political representatives (Banfied, 1958; Putnam, 1993) . Further, the extent of respect will directly influence the payoff to productive entrepreneurship. In societies where respect is low, meaning that opportunistic behavior is viewed as acceptable, we would expect lower levels of entrepreneurship, all else constant.
Obedience refers to deference to authority. Obedience in one form or another is present in all social systems, but societies that discourage individualism also discourage feelings of 1981-84, 1989-1993, 1994-1999, 1999-2004, and 2005-2007 
Control Variables
In addition to trade openness, it is important to control for other factors that could possibly influence a country's economic culture. We follow the existing development literature on institutions in selecting the following controls: country size, GDP growth, GDP, urban population, and formal political institutions (see North, 1990 North, , 1991 Robinson, 2001, 2002; Rodrik, Subramanian, and Trebbi, 2004; Acemoglu and Johnson, 2005; Tabellini 2009 ). We use the log of both population and area to control for country size. We also control for urban population measured as the percentage of the population living in an urbanized area. Data for the first five controls is taken from World Development Indicators 2006.
4 A description of the construction of the culture index is available upon request. 5 The culture index by country and year and each country's average score and rank is available upon request.
Results and Analysis
Benchmark Panel Results and Analysis
Summary statistics for all of the variables used in the panel analysis are provided in Appendix 2.
The number of observations, mean, standard deviation, and minimum and maximum values for each variable is reported. We use 65 countries covering the time period and 0.22, respectively, with trade openness. Also, urban population is highly correlated with openness-capital and openness-current (0.50 and 0.46, respectively). Although these variables are highly correlated with our main variable of interest, we believe it is important to include these additional controls in order to substantiate our results. In order to do so, we rely on a variety of regression specifications and acknowledge the presence of endogeneity among our independent variables. In order to partially address this issue we show the results with and without the controls, in addition to implementing instrumental variable estimation in order to minimize the endogeneity effect.
As a benchmark, we first show the basic relationship between the four components of culture, the overall culture index, and the three measures of trade openness by employing univariate ordinary least squares (OLS) regressions on our panel dataset. The univariate regression is identified as:
where C equals each component (trust, control, respect, obedience) of culture or the overall index and T represents trade openness.
The benchmark univariate OLS regressions are shown in Table 1 .
[Insert Table 1 About Here] Panels 1 through 5 report the results using the different dependent variables. They are trust, control, respect, obedience, and the overall culture index, respectively. Columns (1) reports the effect of openness-capital on the dependent variables, columns (2) show how openness-current relates to the dependent variables, and columns (3) report the regression results using openness-SW as the trade measure.
The first panel of regressions reports the effect of trade openness on trust. All three regressions suggest a positive and significant relationship between openness and the level of trust, with openness-SW displaying the strongest effect. These findings imply that the more open an economy is to trade, the higher the level of trust that will exist within that country. In 
Core Panel Results and Analysis 6 4.2.1 Random Effects Model
6 We ran a series of robustness checks to check the sensitivity of our results including (1) the inclusion of additional control variables, (2) instrumenting openness with a one period lagged value of each index, averaged from 1969-1974, as in the panel model, and (3) the use of an alternative culture index using principal components analysis (PCA) to extract the common variation between all four components. These results are available upon request.
We now turn to our main model specification where we implement a random effects model adding in our control variables. 7 Our main model specification can be identified as:
where C equals the culture index, T is trade openness, and Z represents the vector of control variables including year dummies.
The previous results provide us with a benchmark specification. Table 2 builds from this analysis by turning to a more complete empirical model with a variety of regression specifications.
[Insert Table 2 About Here]
Columns (1) (6) show that trade openness exhibits a strong positive and highly significant relationship on culture, even after controlling for country size, growth, the level of income, urban population, and democracy. In all three regressions, the coefficients for area and democracy are positive but insignificant, while the urban coefficient is negative and
Overall, we believe our results from the panel models and the robustness checks suggest that trade openness positively affects economic culture. 7 The Hausman test confirmed the superiority of a random effects model over fixed effects in all regressions in both Table 2 and 3, except where noted.
insignificant. Population always displays a negative and significant relationship on culture, while the level of income is always positive and significant. The coefficient on the growth rate is always positive but is only significant in regressions (4) and (5). Overall, these findings lend further support to the claim that openness positively enhances culture.
It should be noted that we do not place a strong emphasis on the interpretation of the coefficients as both culture and the trade openness measures are indices. We are mainly interested in the sign and significance of the variables. However, we do offer a basic interpretation as a point of reference. Columns (4) and (5) (0) to an open economy (1), the culture index will be increased by 0.815, and a one standard deviation increase will result in a 0.37 unit increase in culture. A 1% increase in the level of GDP will increase culture by approximately 1.22 units. Given the well established relationship between trade openness and the level of GDP, we also recognize that these coefficients may be misleading due to endogeneity concerns, which we attempt to address in the following subsection. However, we do think that it is encouraging that openness remains significant even with this concern.
The next set of regressions (columns 7-12) replicates the first six regressions but now includes year dummies. The same result emerges in regressions (7) through (9) as in regressions (1) through (3) where all three measures of trade openness positively and significantly affect culture. In regressions (10) through (12), however, all three measures lose their significance after the inclusion of the control vector and year dummies. Population (negative coefficient) and GDP (positive coefficient) remain significant in all three regressions. We do not view this result as casting a strong doubt on the relationship between openness and culture. Instead, we believe openness loses its significance by adding in year dummies as a result of only having approximately 107 observations as well as the possibility that our dataset does not include a time period long enough to see significant changes in culture over time.
It should also be highlighted that in the regressions with openness-current and openness-SW, the adjusted R-squareds from the univariate regressions to the regressions with the controls do not increase by a large portion. This suggests that the additional control variables may not be explaining much more of the variation in culture than was previously captured by trade openness (current and SW measures only) alone.
We view these results as providing evidence that trade openness can positively enhance culture. Specifically, our results support the argument that trade openness enriches overall culture for the better. In regression specifications (1) through (9), all three measures of trade openness demonstrate a strong positive and highly significant impact on culture. Even with the inclusion of a variety of controls, including the level of income, openness remained a strong determinant of culture.
Random Effects with IV Estimation
In order to provide a more complete model specification, we re-estimate the random effects model with instrumental variable analysis. We use a one period lag (a five year average) of our trade openness measures to instrument for each trade openness index. In other words, a six period lag instruments for the five period lagged value of each trade openness index. To provide a specific example, openness for the period 1974 instruments for openness in the period 1979, which is matched with culture in 2004. We recognize that using a lagged value as an instrument is not a perfect solution; however, it is difficult to find good instruments that are correlated with the exogenous variables but not with the errors terms. [Insert Table 3 About Here] Table 3 replicates the regression specifications of Table 2 , but now instruments for trade openness. In 11 out of the 12 regressions, openness displays a positive and significant impact on culture. The previous result remains from the univariate regressions, without and with year dummies, presented in columns (1)- (3) and (7)- (9). In regressions (4) and (5) the same result emerges except both openness measures actually gain significance from the previous results. In column (6), openness-SW retains its positive and significant coefficient, while population and GDP lose their significance. The main difference from this re-estimation is that openness measures in regressions (10) and (11) are now significant. Population remains negative and significant while the level of GDP is positive and significant. Openness in regression (12) remains insignificant. Also, in all 12 regressions, the coefficients are actually larger than in the previous model. For example, a ten-unit increase in the capital and current openness measures increases economic culture by 0.37 and 0.51 units, respectively. A one standard deviation increase in either measure increases economic culture by 1.05 units and 1.34 units, respectively.
Conclusion
Our empirical analysis found that trade openness has, on net, a beneficial impact on economic Quinn (1997) Trade Openness-SW A dummy variable equal to 1 classifies a country as open and 0 if closed based on tariff rates, non-tariff barriers, a black market exchange rate, a state monopoly on major exports, and a socialist economic system. Sachs and Warner (1995) Culture The sum of three positive beliefs (control, respect, trust) minus the negative belief (obedience). Trust is measured as the percentage of respondents who answered that "Most people can be trusted," respect is measured as the percentage of respondents that mentioned the quality "tolerance and respect for other people" as being important, control is measured as the unconditional average response (multiplied by 10) to the question asking to indicate how much freedom of choice and control in your life you have over the way your life turns out (scaled from 1 to 10), obedience is the percentage of respondents that mentioned obedience as being important. PCA culture is constructed by using principal components analysis to extract the common variation among all four components. Both indices are normalized to range between 0 and 10. (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (1) Culture (sum) 1.00 (2) Culture (pca) 0. 
